The purpose of this study is to conduct a stress test on Indonesian Islamic Banking industry in order to assess the capability of the industry to absorb the extreme risks that may happen in the future. Using data from April 2008 to September 2014, the study employs balance sheet approach in performing the stress test on profitability and capital position and the value at risk technique for liquidity stress test. The results of this study show that in term of profitability, Islamic banks in Indonesia are immune from losses if the default rate (Non-Performing Loan) is less than 8.5 %. If the industry can improve the profit margin, the resistance will be higher. In term of capital position, by assuming loss given default (LGD) is constant at 40%, the industry will not go bankrupt if probability of default (PD) is less than 9%. If the PD is more than 9%, total expected loss is more than available capital. Using the value at risk (VaR) at 99% confidence, the study finds that possible deposit flight will not exceed IDR 26 trillion and the liquid asset available is IDR 28 trillion. The study concludes that there is no liquidity threat for Islamic banks in Indonesia. The findings also uncover the risky condition that even though the capital adequacy ratio (CAR) is on average 14%, real capital measured by Equity to total asset (ETA) is only 5.4%. 
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A stress test helps the authority and management to develop the knowledge in risk assessment process, and improve understanding and perception of risks (BCBS, 2009 ). Therefore, this study attempts to develop a stress test model for Islamic banking in Indonesia. There are obstacles in conducting this study, especially those associated with the relationship between macro-economic variables and bank specific variables. Many unexpected results were found that made this study staggering. That situation inhibits the European Central Bank (ECB) to introduce the stress test standards in 2010. the At the beginning of the study, we assume that there will be an exact relationship between real sector variable and Islamic banking performance since as per our understanding, Islamic banks are attached to the real economic. However, the relationship is totally different. These including the relationship between the index of retail sales or industrial development on Islamic bank financing quality and profitability. It is found that these have no correlation to the performance of Islamic banking in Indonesia.
Of course this result is contradictory to our assumption since we expect the real sector will provide information on the performance of Islamic banking. The statistical test showed a no significant relationship so that they do not qualify to enter the model to estimate the performance of Islamic banking. Time series real sector variable becomes irrelevant. It seems that if we look deeper into Indonesian Islamic banking, it is actually similar to the global phenomenon of Islamic banking. They are more likely to murabahah syndrome. This means that there are many Islamic banks which tend to apply the murabahah principles of Islamic finance than profit loss sharing or shir'kah and mudarabah (Smolo & Mirakhor, 2010) .
With this type of business model, it is clear that Islamic banking in Indonesia is more influenced by the movement of interest rate rather than real sector variables. Therefore, in order to test the relationship between economic performance and bank performance such as on credit risk and liquidity and earnings, it appears that the indicator of interest rate of Bank Indonesia or BI-rate was more significant than real sector variables such as industrial production index. Interest rate gives more information in determining the performance of Islamic banking. Of course this could be considered as an irony of Islamic banking. Islamic banking has become more convergence towards conventional banking in general. A study by Chong & Liu (2010) confirmed that Islamic banking was not free of interest but it is still an interest-based banking.
Currently, stress test is becoming a new fashion among bank supervisors. Stress test is aimed to identify a condition that may affect the viability of a bank. As banking failure always means an economic crisis with a huge impact on the economy, regulators around the globe always assume that identifying the problem before it arises is always much better, Stress test is a way to identify the weakness of a particular bank or industry in general. They expect banks to hold sufficient capital to cover losses under such adverse economic conditions. It is also used as a tool for bank supervisors to require bank to hold more capital (Bernanke, 2013) .
Literature reveals that stress test is a very good tool as it is forward looking. It means stress test can provide a base for future action necessary after certain conditions are assumed to happen. Certain conditions mean generally highly adverse scenarios that banks may face. It can provide supervisors with information about extreme risk event and its impact on a particular bank (Drehmann, 2008) . Regulator can set a scenario that may apply to all banks such as European Banking Authority that regularly issue a scenario for the stress test.
| 150 |
banks. This is very useful information and future regulatory action can be issued to respond. It is totally different from traditional supervisory supervision that focuses on what had happened (ex-post).
Stress test can also be considered as a risk management tool. It can provide management with future probable condition when certain scenarios are imposed. Stress test for individual bank can show the bank's financial performance under downside scenarios which are severe but still plausible. By comparing the results under these scenarios with the baseline (most likely future scenario) management can provide prediction on future performance and this information is important both for management and investors (Borio, Drehmann, & Tsatsaronis, 2013) . Sorge & Virolainen (2006) classify two main approaches to the stress testing. The first is econometric analysis of the balance sheet data or known as a balance sheet model. It is basically using asset and liabilities sides to estimate profitability, capital adequacy and liquidity conditions of the bank. The second approach is the Value at Risk (VaR) model that uses statistical properties to predict the future loss at a certain level of confidence. VaR is regarded as superior because it can provide maximum loss that a bank may incur and if it is compared to the certain attributes such as capital adequacy or liquidity, we can conclude whether the bank will survive or not. Ismac (2013) confirms that liquidity management require a comprehensive approach.
In the balance sheet model, the macro variables are linked with the balance sheet items. The obtained coefficients are then used to simulate the impact of some shocks to the system of equation. It is using a linear relationship and any changes in the predictor will have impact on dependent variable. The dependent variable is basically a variable under stress test. The VaR model follows certain statistical distributions with the estimation of the distribution of loss, providing the quantification of the portfolio sensitivity to several sources of risk. VaR model is useful for market and operational risks stress test.
There are three methods to calculate VaR. The first is variance and covariance method. It is used when historical data is not available. The risk or the volatility follows normal distribution. VaR can be generated when mean value and standard deviation are available. The second is historical simulation. It is under the assumption that future condition is similar to historical data. The third is Monte Carlo simulation. It is regarded as the best method because it can simulate future condition (Sorge & Virolainen, 2006) .
There are two approaches on how to set up the macroeconomic stress test namely bottom up and top down approaches (Borio, Drehmann, & Tsatsaronis, 2013) . The bottom up approach means the bank is allowed to develop the model and assumption. The role of supervisor is to set the assumptions about the future economic conditions for the stress test. Before that the banking supervisor approves the individual bank's internal models and other assumptions for running the test. It is similar to internal model methodology to calculate capital requirement which is subject to approval before it is being used. The stress test is conducted by the bank and the supervisor collects the result after the test has been performed. Comprehensive study an macroeconomic stress test is done by Boss (2002) .
In the top down approach, all the works are under the control of the banking authority. The authority develops the model, assumptions and performs the test. Usually, the authority develops a single model which is used to estimate the impact of certain scenarios on various banks. The supervisor not only sets up the conditions but also conducts the stress test, applying the same assumptions, procedures and models on all banks. The role of the bank is just to provide balance sheet information on the condition of the bank. However in practice, two approaches are implemented at the same time.
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This study uses Indonesian Islamic banking data to perform the stress test. We develop a set of data that contains information on asset and its composition, liability and its composition and equity. Please take a note that our preliminary exercise was not satisfactory as these real economic sector variables are not significant to influence the Islamic banking performance.
METHODS
Data spans from April 2008 to September 2014. For macro-economic data, we put inflation rate, Central Bank rate (BI-rate), industrial production index and retail sale index. There are three stress test areas: profitability stress test, capital stress test and liquidity stress test. The first step is how to estimate the loss given default (LGD) and exposure at default (EAD). For exposure at default (EAD), we use the total financings provided to customers. The definition of the total financings is the entire financings either using mudharabah, musharakah, murabahah as well as other contracts or purchase and sale.
Profitability Stress test
This test is used to estimate the impact of loan quality on bank profitability. The formulas for the estimation are: The formulas postulate that profitability is a result of expected income minus by expected cost. We use reduced form formula for expected income and expenses. Rates for both expenses and incomes are assumed to be fixed.
Capital Stress test
We simplify the test using credit risk only. Probability of default (PD) has been determined as NPL. For LGD, in Indonesia, in general both Islamic and conventional banks ' LGD is set at 40%. That means that any occurrence of bad loans worth 100, the bank will always lose as much as 40%. With reference to the formula, the expected losses are the result of the multiplication of PD x LGD x EAD. Stress testing is done by trying to influence the changes that occur in PD, so the impact or expected losses can be calculated. The higher the expected losses (EL), the higher the potential loss or credit risk faced by the banks. Beltratti & Stulz (2011) confirm that capital determines the bank perform.
In order to determine the impact of the increase in PD to expected losses (EL) of the bank, we then performed a simulation. Any potential bank's losses are counted for provision or reserve. Higher provision means higher risk. With reference to the creation of the financing reserves, when a bank estimates probability of losses to be smaller than the reserves made, the capital will be deducted. If a bank appears to have a greater loss than the estimated reserves or provisions that has been made, then immediately reduce Tier 1 capital and Tier 2 capitals. While possibility of loss is smaller than the provision, then the Tier 2 capital will be added by the difference.
The formula to evaluate the capital strength is as follows:
Please note this stress test is only considering credit risk. Other risks such as market and operational risks are not included. Bank is assumed to be solvable if EL < Capital. Vol. 22, No. 1, January 2018: 148-161 | 152 |
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Liquidity Stress Test
Liquidity risk is seen as one of the most dangerous risks in the banking industry. Failure in the management of liquidity risk is often regarded as a quick source of bank bankruptcy. Liquidity risk is generally defined as the inability of banks to cope with or fulfill the obligation to provide liquidity, both derived from its obligations or commitments, contingent, as well as from normal transactions. Liquidity management has often been regarded as a risk that does not require very special attention (Ismal, 2013) . However, after the banking crisis in 2008 which marked by the destruction of the global banking, showed that the liquidity risk management turns out to have a very important role in maintaining the sustainability of banking business (Beltratti & Stulz, 2011) .
Therefore, special committee on the banking supervision through the development of Basel 3, emphasizes on the management of liquidity risk by requiring banks to provide the coverage liquidity and long-term ratios. To ensure that the management of liquidity risk goes well, both in normal and abnormal situations, the global banking authorities such as the BIS and the European Banking Authority (EBA) require banks to conduct stress stretching liquidity risk. The definition of stress stretching on liquidity risk is a systematic process to estimate the liquidity needs and the capability to meet liquidity need in the event of extreme events (BCBS, 2009) . These extreme events can occur because of economic or systematic risk, as well as from banks themselves or idiosyncratic risk. Therefore in doing stress testing, we can choose one or combine systemic risk with idiosyncratic risk. Therefore, stress testing generally uses both scenarios (BCBS, 2009).
The essence of stress testing in managing liquidity is to estimate how much a decrease in customer funds when an event occurs. On the other hand, it also tests the bank's ability to generate liquidity from the asset (Bernanke, 2013) . As it is known that the bank liquidity is generally divided into two groups known as the natural liquidity and funding liquidity. In the stress testing models used to assess the resilience of the Islamic banking in Indonesia, the approach of using systematic and idiosyncratic risks is applied. The basic framework that needs attention in any conduct of stress testing on liquidity risk is the need to incorporate aspects of time in modeling.
Of course, in this process, we will estimate the worst-case scenario that could be experienced by a bank and its impact on liquidity conditions. The original purpose of the liquidity stretching stress is to identify events simultaneously and quantify the impact of the incident. The first step taken was to identify risk factors and the drivers that can affect the assets and liabilities of the bank. By developing the scenarios that will possibly happen, then we will be able to see how strong the source of funding of the banks. The first step to be taken in stress testing is engagement components derived from the asset side and its effect on liquidity conditions and of the obligations associated with the risk of withdrawal of funds that may be faced by the bank. In relation to the provision of liquidity, the position of banks consisting of cash, wadi'ah certificate of Bank Indonesia and other liquid assets such as government securities as components to provide liquidity.
Other assets such as financing and fixed assets, the liquidation process takes time and expensive. It is not considered a good source of liquidity. In terms of liabilities, this is a source of liquidity. However, on the other hand, items on the liabilities side such as borrowing fund can also be a source of liquidity especially when the banks are able to borrow funds from external sources. By identifying the sources of liquidity and liquidity needs, we will create a relationship between the demand for and supply of liquidity.
Of course there is a trade-off between liquidity and profitability. A concern is that the productive assets of the bank normally consist of assets that have low liquidity as credit. Exception is the
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The attention of management is on the relationship between liquidity risk, credit risk and operational risk. Failure to manage credit risk will impact the cash flow and disturb liquidity. The same thing also happens when the management failed in managing the market risk and operational risk. The formula used to do stress test is written below:
In order to estimate the liquidity VaR, this study applies formula in the Microsoft Excel.
RESULTS
Stress Testing on Profitability
The first step of this study is to perform stress test on profitability. In order to do it, we first, calculate price of asset and price of liabilities. These prices are very critical in estimating expected income and expected expenses that will build profitability. Our model shows that price of fund is 7.2% and price of asset is 7.9%. In general, we can conclude that the margin is very low. When it is compared to commercial bank, it is only a quarter in term of profitability. Similar to their conventional counterpart, Islamic banks in Indonesia are also mainly commercial banks. A commercial bank focuses its business on taking deposit and lending the money to individual and firms (Madura, 2008) . Table 1 summarizes the price of fund and the price of asset of Islamic banks in Indonesia.
Based on Table 1 , the average cost of fund (price of fund) stood at 7.22% and price of productive Asset stood at 7.94%. This two data are very important to calculate the expected return and expenses in the stress testing for profitability. Please note that there is undisclosed assumption that the price of fund is not risk adjusted because the market value of the liability is always 100% except during the crisis where the haircut applies. In asset side, the price is risk-adjusted as we consider the default rate. Our calculation base on PD 3.5%, risk-adjusted price is 7.2%.
After we find the price of asset and liabilities, we then calculate the expected income and expenses based on historical data. We apply the following formulas: Vol. 22, No. 1, January 2018: 148-161 | 154 | and expected expenses is IDR6,674 billion with expected profit of IDR 314 billion. Table 2 reveals that there is still a possibility that Islamic banks in Indonesia experience losses as the minimum value is IDR1,365 billion. It means although the industry is still profitable, the movement in the cost of funding, return on productive asset and probability of default (PD) can drag the industry into losses. In order to assess the possibility of losses, we set a model that relates return on productive asset to PD. For simplicity, the yield (price of productive asset) and rate of expenses (price of fund) are assumed constant. This assumption is valid as most of financings in Indonesian Islamic banks are based on murabahah financing which is based on interest. It means there is a room for bank to adjust rate for both asset and liabilities sides.
We also assume that the income is variably determined by PD. As we are aware that higher PD means that the quality of productive asset is getting lower. It means the portion of asset that produces income is also getting lower. We do not penalize the non-performing loan (PD) with higher capital requirement. In practice, banks that experience higher NPL must put aside capital to cover the losses.
This specific capital provision will increase cost and reduce capital adequacy ratio (CAR). We can develop a simultaneous equation to see the impact of economic condition that may increase PD. However, our preliminary exercise shows it is not possible as economic data are not that much related to bank variables. We may need better data management package to deal with time series banking data. 
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From our simulation in the Table 3 , we find that profitability of Islamic banks in Indonesia is not as strong as it is expected. When PD increases to 8%, bank is still capable to earn profit. However, when the PD increases to more than 8%, the bank experienced losses. Referring to the narrow margin of cost of financing and return on productive asset, there is more works to do to improve the situation. Comparing the result to Indonesian banking as a whole, PD of Islamic banks is relatively higher than their conventional counterparts. Conventional bank's PD is only 2.23% but Islamic bank is 3.5%. It means 50% higher than conventional bank.
Islamic banks in Indonesia hold most of their portfolio in financings. This means any problem related to financings can have a devastated impact on the income and profitability of Islamic banks. Islamic banks are more prone to the problem as the margin is relatively lower than conventional banks. It means it is critical to maintain the NPL at a tolerable rate. According to the banking authority, NPL is not allowed to exceed 5%.
the maximum, regulatory action will be imposed which is known as special surveillance condition (DPK). All efforts are made to reduce the default rate including no expansion on new loan policy, putting more capital and management changes.
Capital Stress Test
Referring to formula that EL = PD x LGD x EAD, we perform the calculations on how potential losses Islamic bank might face. A bank experiences losses when there is an increase in default. In the simulation model, we see the resilience of banks with regards to credit risk. We use baseline for PD at 3.5% which is the average number of experienced PD for Islamic banks. As it has been mentioned earlier, there is a regulation in Indonesia where the NPL of any banks should not be more than 5%. When a bank has NPL above 5% or more then the bank will go under special supervision, which means having to make additional capital or obey the plan to stop more lending and focusing more on managing the problem financings.
Regulatory capital is set up by the regulator to cover unexpected loss. In the banking business according to Basel Committee on Banking Supervision (Basel Committee) there are three types of risks that must be covered by capital under Pillar I of Basel II. These are credit risk, market risk and operational risk (BSBS, 2009). As it has been mentioned earlier, in this stress test, we only cover credit risk due to data availability and simplicity.
As we estimate the capital requirement using simple Internal Rating Base (foundation IRB), we only calculate probability of default. Other risk measures are provided by the authority. In Indonesia, there is a general agreement that loss given default (LGD) is 40%. The definition of these credit risk's components are: (1) Probability of default (PD) is the average percentage of obligors that default. As the data on this figure is not publicly available, we then use credit / financing quality that falls un-
Figure 1. Relationship between Profitability and PD
Based on the stress test on probability default (PD), when PD increases up to 8%, a bank will experience losses. This condition means that bank should make all effort to prevent the PD exceeding 5%. Indonesian banking authority currently sets up the maximum NPL at 5%. If a bank's PD exceeded Jurnal Keuangan dan Perbankan | PERBANKAN Vol. 22, No. 1, January 2018: 148-161 | 156 | der category of default or close to default which includes substandard and doubtful. This classification is in the course of one year. (2) Exposure at default (EAD), which gives an estimate of the amount outstanding. (3) Loss given default (LGD), which gives the percentage of exposure the bank might lose in case the borrower defaults. These losses are usually shown as a percentage.
Using the above information, we then can calculate the expected losses both in amount and in percentage. For the expected losses in amount is EL = PD x LGD x EAD. And for expected losses in percentage is EL = PD x LGD. In this stress testing we apply LGD 40% meaning that every 100 default, bank will loss 40. EAD is total financings. Financing in this definition is total productive asset that include financings and Sukuk. In general financings are around 95% of total productive assets of Indonesian Islamic banks. In defining capital, we use a loose definition which includes paid in capital, reserves and current profit. The description of the data used in this stress test is presented in Table 4 .
From Table 4 , we can see historically the PD on average is 3.6% and minimum achieved was 2.25% and maximum was 5.7%. During the period of observation, the average financing is IDR 99 trillion and in September 2014, it was IDR 187 trillion. We assume that LGD is constant at 40%. Using the expected losses formula we can compute the total expected losses.
We investigated the relationship between probability of default (PD) and central bank rate (BI Rate) using data from the Islamic banking industry bulletin issued by Bank Indonesia. Using linear regression, we find that the coefficient is 0.378 with a constant coefficient of 0.01 as presented in Table 5 . This means that every 1% increase in BI rate (SBI) will always be followed by an increase of 0.38% in probability of default (PD). While the model implicitly says that the lowest probability of default (PD) on Islamic banking was around 1%. This figure illustrates the probability of default (PD) below 1%. By taking into account the relatively high margins in financing businesses with the probability of default (PD) 1% was already very profitable. Table  5 summarizes the relationship between SBI and PD.
From the estimation result, we can see that the impact of any increase in PD against potential losses that will be faced by Islamic banks is around IDR 1.5 trillion to the value that ranges between 3% or 4%. With reference to ETA ratio which stood at 5.4% then we can predict how Islamic banking in Indonesia can survive to face NPL problem. By using a simple simulation, pessimistic and optimistic positions then we can see that the Indonesian banking will only be able to survive when the PD reaches up to about 20%. Assuming that the loss given default (LGD) remains 40%. This condition can be a signal to us that the increase in PD, which is solely driven by the increase in the BI rate, is absorbable when it ranged up to 10%. For more details, please see Table 6 . Table 6 , we notice that the expected losses depend on three variables. LGD is assumed to be constant and total EAD is the last total financing available from Indonesia Sharia banking Statistics bulletin issued by Bank Indonesia. We can notice that amount of capital deteriorates when PD increases. Expected losses (EL) will consume capital that in practical condition any increase in PD will also increase income and liquidity. When PD is above 9%, practically Islamic banking system is collapse because its equity is less than zero. When equity is less than zero, economically it is on bankruptcy condition. From this stress test we can conclude that Islamic bank will collapse if the NPL exceeded 9%.
In the US, Bernake (2013) points out that capital is in general stronger than expected.
Figure 2. Impact of Probability of Default on Bank Capital
PD (%)
LGD 
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Stress testing results were based on the liquidity ratio set for the supervisory purposes, recalculated after a shock, and then the results were compared with the regulatory requirement (30%). In case the recalculated post-shock liquidity ratio exceeded the liquidity ratio requirement, the banks would hardly face any liquidity problems. Another method is using Value at Risk (Var) technique. In this stage, we estimate VaR for liquidity risk by using deposit. We simply assume that deposit flight from Islamic bank will create a liquidity crisis in Islamic banking industry. We follow the simplest method known as variance covariance method that assumes the distribution follows a normal curve. It may not be realistic for Islamic banking industry in Indonesia as the growth of the industry follows exponential distribution. However, the tool to perform such calculation is still not yet available. In performing the test, we follow a standard level of confidence of 99% meaning that only 1% possibility the variable exceed the VaR value. For more details, please look at Table 7 .
We calculate the VaR value for total deposits. We input the mean value of IDR 100 trillion and the Standard deviation (SD) of IDR 54.1 trillion. Using the standard VaR modeling using Microsoft Excel, we find the VaR is IDR -25.72 trillion. From this result, we can conclude that total deposit flight with confident level of 99% is not more than IDR 25.7 trillion. In other words, the possibility that deposit flights beyond IDR 25.7 trillion is only 1%. It means we confidently declare that the Islamic banks in Indonesia are immune from the liquidity crisis because the liquid asset available is around IDR 27.951 trillion on average.
For the current account, the VaR is very low, only IDR 44 billion because this sources of funds is relatively stable. For the saving and investment accounts, the VaR are IDR 7 trillion and IDR 19 trillion respectively. If we combine current account, saving account and time deposits, the VaR is slightly higher. It is normal because our assumption is that there is no correlation or diversification impact.
We manipulate the data using the current situation. The standard deviation to mean or known as coefficient variation (CV) 
DISCUSSION
The bottom line in this study is that each of this prediction is classified into two groups: optimistic and pessimistic predictions. Optimistic prediction is when we assume that the conditions are better, so that the results of the calculation will be reduced by 25%. For pessimistic prediction, the estimation results are added with 25%. With reference to the relationship between PD, LGD and EAD, we can calculate the expected losses (EL). Expected losses (EL) are the results or the impact of the development of the SBI and PD against the bank's capital position.
Assuming that the relationship between PD, LGD, and EAD is linear relationship, and EL functions serve as a reduction for capital. The capital is measured using Equity to Total Assets ratio not capital adequacy ratio (CAR). In this study, we do not use CAR since CAR calculation is more complicated than Equity to Total Assets ratio. Assumptions about asset quality were very decisive in the Capital Adequacy Ratio or CAR. For simplicity, this model tries to calculate impact on Equity to Total Assets ratio. Actually, with reference to the relationship between ETA and CAR, which generally has a fixed constant relationship, we can predict how the impact of any increase in SBI and PD to a decrease in CAR.
Liquidity risk stress testing is performed in order to identify and quantify the resistance of Islamic banks to negative liquidity shocks, i.e., unexpected and sizeable reduction of financial resources of banks. In this case, we focus on deposit flight from Islamic banks to conventional or flight to nonbanking instruments. The aim of the liquidity risk stress testing is to assess the balance sheet capacity to fulfill the deposit flight in term of size and timing. The liquidity risk stress testing is based on the sensitivity test principle. It is used as the evaluation tool of the domestic financial system's resilience to unfavorable short-term one-off liquidity shocks. When performing a liquidity stress testing, no regard is given to the potential actions of the central bank and other governmental institutions that might improve the liquidity situation of commercial banks. Stress test is aimed to provide management of the bank with the risk they will face when certain situations happened.
The effect of a shock is neutralized by having liquid assets on the basis of individual scenarios. Individually, banks can respond by various actions such as possibility of attracting other financial resources to offset a decrease in financial resources triggered by a liquidity shock. Bank can also respond in lacking financial resources by selling productive assets. It is assumed that some asset classes would be sold at a price lower than their market value (fire sale).
Estimation of the linear relationship between the third party funding of Islamic banking and central bank rate (SBI) found a significant relationship in which any increase in SBI always has a marginal effect of -1839623 and constant of 227.336 with which all showed significant figures and the SBI signs a negative impact. This means that any increase in SBI will always be followed by a decrease in third-party funds in the Islamic banking as a result of the deposit flight. By using this relationship, then we will arrange the impact of the relationship between the BI-rate and deposit rate. With constant of IDR 227 trillion, meaning that the actual condition of the current potential of Islamic banking is about IDR 227 trillion in deposits. Currently, total deposits of Islamic banking are IDR 185 trillion. Assuming a linear relationship, then the sensitivity of the BI rate can be assessed. Each 1% increase in the BI rate, there will be a decrease in funding of IDR 18 trillion. This means this linear relationship can give us information about how big the impact of the decline in deposits due to the increase in BI rate. From the estimation result, we can see a linear relationship between the customer deposit and existing liquid assets in the banking today. We can estimate that the liquidity problem will occur until SBI reached a certain rate. Currently a total of Jurnal Keuangan dan Perbankan | PERBANKAN Vol. 22, No. 1, January 2018: 148-161 | 160 | liquid assets owned by banks amounted to 47 trillion, with a ratio of 25% against the third party funds.
CONCLUSION AND SUGGESTIONS
Conclusion
Stress test on Islamic banking industry in Indonesia provides some interesting insights. Our struggle to consolidate the data finally has paid off. Our simulations on profitability come to a conclusion that profitability of Islamic banks in Indonesia is not as strong as our expectation. Relying on financings too much make the Islamic banks prone to credit crisis. When the PD increases to more than 8%, the bank will experience losses. This is because the profit margin of Islamic bank is relatively low. Islamic banks in Indonesia hold most of their portfolio in financings. This means any problem related to financings can have a devastated impact on the income and profitability of Islamic banks in Indonesia. Therefore, Islamic banks in Indonesia need to reduce their assets concentration on financings and diversify their earning assets into other forms of earning assets. From the stress test on capital position, we find that expected losses depend on three variables: namely PD, LGD and EAD. We find that amount of capital deteriorates when the PD increases. When the PD is above 9%, practically Islamic banking system is collapse because its equity is negative. When the capital is negative, economically the bank is in bankruptcy. Therefore, Islamic banks have to be continuously be prudent in extending their financings to ensure the PD rate is always below 9%.
For liquidity, stress test uses the VaR value for total deposits. Using the mean value of IDR 100 trillion and the standard deviation (SD) of IDR 54.1 trillion, we find the VaRof IDR 25.72 trillion. It means 99% certainty that total deposit flight is not more than IDR 25.7 trillion. Considering the liquid asset available is around IDR 27.951 trillion on average, the Islamic bank system is immune from liquidity crisis.
